MOONCOR OIL & GAS CORP.
(AN EXPLORATION STAGE ENTERPRISE)

MANAGEMENT’'S DISCUSSION & ANALYSIS
Period ended June 30, 2012

This Management Discussion and Analysis (“MD&AS) datedAugust 29, 2012and is in respect of the period
ended June 30, 2012, and should be read in comunetith the consolidated interim financial staterseand
corresponding notes to the financial statementshfiemperiod ended June 30, 2012 and the auditegbhfinancial
statements for the year ended December 31, 204 ndist recently completed fiscal period. All amisuwtiscussed
herein are denominated in Canadian dollars whithé<Company’s functional and reporting currency.

Additional information relating to the Company iga#able on SEDAR atvww.sedar.comThe Board of Directors
of the Company approved these financial statemrsmdMD&A on August 29, 2012.

Basis of Presentation

The Company’s financial statements and the findndata included in the MD&A have been prepared in
accordance with International Financial Reportirign8ards (“IFRS”) as issued by the Internationatdmting
Standards Board (“IASB”) and interpretations of tnéernational Financial Reporting Interpretatiddemmittee
that are effective as at August 29, 2012.

The financial results discussed below include #sults of the Company and its wholly owned subsydiglooncor
Energy Inc. (“Mooncor Energy”) and DRGN Energy IftODRGN”). All intercompany balances and transant
have been eliminated.

The common shares of the Company are listed falirtgaon the TSX Venture Exchange (“TSXV”) under the
symbol "MOQ".

Going Concern

The financial statements of the Company have begpaped on a going concern basis, which contermpthtd the
Company will continue in operation for the foreddeduture and will be able to realize its assetd discharge its
liabilities in the normal course of business. Thatmuation as a going concern is dependant upemigtovery of
economically recoverable resources, the abilitytled Company to obtain necessary financing to caetin
exploration and development, the ability of the @amy to secure and maintain title and beneficitdrast in its
properties, entering into agreements with otherexiplore and develop the properties, and upon dupuofitable
production or proceeds from disposition of suchperties. Failure to continue as a going concernlavdiien
require that stated amounts of assets and liasilite reflected on a liquidation basis of valuatiwat could differ
materially from the going concern basis of accounti See discussion under “Financial Condition” and
“Convertible Debenture Extension”.

Corporate Profile

The Company is a corporation continued undeBimness Corporations Act (Ontario) and is an exploration stage
company. The Company’s principal assets are exjiporand evaluation assets relating to it's oil @ad properties
which are not yet in significant commercial prodost The Company is in the process of exploring¢hassets.
Please visit www.sedar.com for additional disclesur



Financial Condition

In this section, the comparative amounts are d3eaember 31, 2011, unless otherwise noted. At 30ne2012,
total assets were $2,898,315 (2011: $4,190,208. Cbmpany had cash of $260,123 (2011: $602,201therO
current assets included segregated cash on habdc867 (2011: $40,815) (used to secure a letteredfit for an
oil & gas property in Saskatchewan), sundry redd&vaf $64,936 (2011: $149,694) (representing pmadantly
harmonized sales tax receivable at period endpegphid expenses of $11,807 (2011: $33,443).

Current assets decreased to $377,833 at June 3P,f@n $826,153 at December 31, 2011 representsegof
cash in operations.

Other assets include:

i) Property and equipment (net book value) of $538,@283.1: $448,546) — increased as a result of a
$95,000 work program on one of the Company’s walldoydminster, Alberta;
ii) Intangible assets (net book value) of $3,750 (2CKLE,000) — decrease due to amortization taken in

the period. This asset relates to a proprietargliete of technical data on the Company’s shale gas
properties located in Alberta and northeast Bri@shumbia, which was acquired in 2008;

iii) Deposits relating to oil and gas properties of $338 (2011: $342,956)

iv) The carrying value of exploration and evaluatiorsess (‘E&E”) decreased from $2,557,553 at
December 31, 2011 to $1,631,108 at June 30, 20&2ala writedown of $1,145,480 for impairment
of the carrying amount of Hamburg - Chinchaga.

Accounts payable and accrued liabilities were $833,at June 30, 2012 ($855,835 at December 31,)2011
consisting of amounts owing to suppliers, constdtamd others incurred in the normal course ofrimss,

Convertible debentures payable (tiebentures), originally issued by the Company on Septemi&rZD07, were
$1,043,742 at June 30, 2012 (2011: $1,021,438). Dkentures came due on December 31, 2012, and the
Company is in the process of negotiating extenaiwh repayment terms with the holders of the Delvestur here

can be no assurance that the Debentures will lemded.

Working Capital

a) Working capital was a deficit of $1,665,556 at J80e2012 (deficit of $1,065,109 at December 31,120
b) Shareholders’ equity decreased from $2,298,946aeMber 31, 2011 to $854,926 at June 30, 2012.

Results of Operations (Period ended June 30, 2012)

During the three month period ended June 30, 20E2Company earned $21,097 (2011: $65,015) orrodyction
from one of its Lloydminster, Alberta heavy oil €we(04/28). The Company incurred production andrafireg
expenses of $10,152. This well continues to expedesanding out and did not produce. A programhensecond
well (03/28) was undertaken in the first quarter26fl2 with limited production. The cost of the prag was
$95,000 and was required to be expended in accoedaith the terms of operatorship of the lease s&l@sts have
been capitalized to property and equipment.

Operating expenses were $78,030 (2011: $745,748). Idss from operations was $56,933 (2011: $680,728
Reduction in operating activities caused the sigaift decrease in amounts versus the prior year.

The Company wrote-down $1,145,480 of its exploratiad evaluation assets (2011: NIL) related tdélasburg —
Chinchaga property. This represents approxim&@¥p of the carrying value of this property.

Net loss and comprehensive loss for the period$45202,413 (2011: $673,363).

Per share loss for the period ended June 30, 26$250:010 (2011: $0.006).



Most of the major expenses were decreased significas a result of cost cutting and reduced agtivi

a) Professional fees (including non-recoverable taxekdisbursements) of $15,038 (2011: $199,881).

b) Consulting fees of $1,500 (2011: $253,879).

c) Office and general decreased to $2,340 (2011: 4132,

d) Share based compensation of $NIL (2011: $76,558) provision was taken as a result of expecteckifmire
of options.

e) Travel of $4,078 (2011: $25,362)

f)  Finance costs of $26,026 (2011: $25,682) relatést¢oest on the debenture.

g) Insurance of $12,760 (2011: $5,724) relates to anation of prepaid insurance.

Commitments and Contingencies
Flow-Through Shares

The Company raises some of its equity as a re$uhievissuance of flow-through shares. Under thiaryjement,
common shares are issued which transfer the tadctiedity of prescribed exploration expenditur@sihvestors.
Proceeds received on the issuance of these sharesedited to capital stock and the related egpion costs are
charged to exploration and evaluation assets iny#d@ in which they are incurred. Proceeds recefvech the

issuance of flow-through shares are restricted goused only for allowable Canadian exploration exjieres

within a two year period.

During the prior year, the Company raised $776,84th the sale of flow-through shares and is comeditto
expending the balance of approximately $30,69@ecember 31, 2012 on qualified exploration exjitenes. The
Company expects to meet these commitments by DemreBil 2012.

Gross Overriding Royalties
The Company has entered into the following GOR emgents:
» Database — As part of the purchase of the datatifashnical information, the Company entered iato
GOR agreement with the vendor. Pursuant to theeaggat, the Company has committed to pay royalties

equal to 3% on all production from certain land#\iberta included in the database. No royalties@ved
or have been accrued as to date there has bgmodaction on these subject lands.

e Study — The Company entered into an agreementamiérm’s length party to obtain consulting services
study certain pieces of land under developmenhbyGompany. Pursuant to the agreement, the Company
has committed to pay a GOR equal to 5% on all petdn from the lands included in the study. No
royalties are owed or have been accrued as taliate has been no production on these lands,.

Lease Commitments

During 2011, the Company entered into a lease agpefor its London, Ontario field office premisesvering a
period of 12 months and three weeks. Annual re$18600. The lease expired July 31, 2012 and wasenewed.

Currently, office premises in Woodbridge, Ontanie provided to the Company on a month to monthsbasi



Quarterly Results

Quarter Quarter Quarter Quarter
Ended Ended Ended Ended
June 30, 2012 Mar 31, 2012 Dec 31, 2011 Sep 30, 2011
Revenue $21,097 $74,193 $26,036 $33,725
Net Loss $(1,202,413) $(277,259) $(2,715,715) $(A1)
Net Loss per share $(0.01) $(0.002) $(0.010) $6).00
Quarter Quarter Quarter Quarter
Ended Ended Ended Ended
June 30, 2011 March 31, 2011 Dec 31, 2010 Sep 30, 2010
Revenue $65,015 $6,806 $55,670 $98,209
Net Loss $(680,728) $(363,353) $(1,128,392) $(638),7
Net Loss per share $(0.006) $(0.003) $(0.007) $6).0

Liquidity and Capital Resources
As at June 30, 2012, cash and cash equivalents$26123

At this time, the Company does not generate sigpifi revenue from its oil and gas properties andormingly,
does not have significant cash flow from operatidrtse Company raises funds for exploration, develept and
general overhead and other expenses through theniss of shares from treasury. This method of Gimanhas
been the principal source of funding for the Conypaimce inception, together with monies raised uhio the
issuance of the Debentures. The Company contitiuelscuss its position with the Debenture holdamd its
creditors.

Given the current market environment and its prestate, the Company continues to seek all availaptions for
financing, including the issuance of shares froeasury, through earn-in or option agreements witlerooil and
gas companies, and the possibility of raising pedsefor development of its assets through the dispa of its
non-core assets. There are no assurances thafdimpany will be successful in securing financing fis
operations.

Private Placements

No private placements occurred during the period.

Convertible Debenture Extension

Debentures in the amount of $1,043,742 are outstgrab at June 30, 2012 and increased from Dece®ihet011
as a result of accrued and unpaid interest paymdiits Debentures were due on December 31, 2011.

During 2012, the Company negotiated an extensioth@fDebentures. Subject to the Farmout Agreer(sad
section below “Hamburg — Chinchaga”) being complethe maturity date of the Debentures was to Hmen
extended to March 31, 2013. In consideration ferdktension, the Company agreed to:

(i) amend the conversion price of the Debentures 1$0.225 to $0.10 per unit,

(ii) extend the expiry date of the 500,000 warsafthe “Compensation Warrants”) previously issugedch
Debenture holder from December 31, 2011 to Marg813,



(iii) amend the exercise price of the Compensaiitarrants from $0.225 to $0.10 per warrant, and
(iv) pay a refinance fee of $50,000.

The Debentures accrue interest at 10% per annurar@ngayable on conversion or maturity, or in adeanithout
penalty.

As the Farmout Agreement was not completed, theg@omis in negotiations with the Debenture holdegarding
amending the extension of expiry. There can bessorance that the Debenture holders will agreetdirue to
extend the maturity date of the Debentures or wdretthe TSXV will approve the terms of any futurdessions to
the expiry of the Debentures..

Property Description

The Company’s exploration and evaluation assetsigpeoven and consist of the following:

Dec 31, 2011 Additions Write-offs ~ June 30, 2012
Lloydminster (i) $ - $ - $ - $ -
Hamburg - Chinchaga (ii) 2,026,145 132,408 14%,480) 1,013,073
South Western Ontario (iii) 531,408 86,627 - 618,035

$ 2,557,553 % 219,035$ (1,145,480) $ 1,631,108

0] Lloydminster (Alberta)

On February 11, 2008, the Company acquired twoendgd wells and related P&NG rights in the Lloydsten
area of Alberta from an arm’s length industry vemélwr cash proceeds of $400,000. The Company hé8%
working interest in one well subject to a 1% royaih 100% production and a 3% royalty on 60% ofpiion as
well as a 100% working interest in the other walibject to a convertible royalty with 5-15% on mibduction and
15% on gas production plus a 1% royalty on 100%lpction and a 3% royalty on 60% of production upélout
at which time the Company will hold a 60% workimgerest.

The Company previously engaged a service compamgvork one of the two wells owned (04/28) to addre
sanding issues.

During 2011, the Company entered into a letter ntént to dispose of its right, title and interestiis two
Lloydminster oil wells to Madeira. Madeira is a tappool company, and the transaction is intentbedonstitute
Madeira's qualifying transaction under Policy 2fitlee TSXV. Madeira will acquire the leases by iaguan
aggregate of six million common shares of its @stock to the Company at a deemed price of $pe20share.
The transaction is subject to a number of conditiprecedent including completion of a concurrenariicing by
Madeira, and receipt of all required regulatory anahange approvals. Madeira received conditiGriaXV

approval subsequent to 2011, and is in the proglesempleting a concurrent financing for $1.2 roifli Madeira
has not yet indicated the timing for the completidrihe above. It is possible that the proposedstation will not
close and the Company will maintain ownership efofl wells.

During 2010, the Company commenced productionsinviells in Lloydminster and as a result it had assified its
Lloydminster E&E asset to property and equipmehte assets were reclassified as of December 31, &0d 2010.
During the period ended June 30, 2012, the Companyed $95,290 (2011: $71,821) on oil productiomfrvell
04/28 (Lloydminster, Alberta). A service companydlzeen engaged to rework one of the two wells ovimethe
Company to address well sanding issues. The setvicgany continuously undertook work on the walbtlghout
the period. However the well is not producing gesitash flow.

A program on the second well (03/28) was undertake2012 with limited production, costing $95,00lhe
amounts were incurred in order to satisfy expemndiat@ommitments under the terms of ownership ofxak.
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(i) Hamburg — Chinchaga (Alberta)

During 2008, the Company acquired for cash of $&15, 56,960 acres of 100% working interest lands ahale
gas play in the Western Canadian Sedimentary Badiis property was acquired at Crown land salese Th
Company also acquired a cased, suspended wellndréoar associated sections (2,560 acres net)nof ¢m this
shale gas play (included in the acreage mentiobedey. During 2009, the Company acquired an adtitid6,720
acres (73 sections) of 100% working interest landthe above area for $993,098 and incurred $875i887
exploration work and a pilot well program and alaci work.

During 2009, the Company engaged Macquarie Tris{tle acquisitions and divestitures business of ddade
Capital Markets Canada Ltd.) as its exclusive amvia respect to a potential transaction (farm-eate and/or
other similar transaction) of all or any portiontbk Company’s interest in the above lands. Thesadwas not
successful in identifying a potential transaction the parties mutually agreed to terminate thaationship during
2010. The Company continues to seek other potempibrtunities and partners; however no definitgeeements
have been entered into by the Company to this date.

During the period, the Company entered into a fatnagreement (“Farmout Agreement”) with a privatbekta
based company (the “Farmee”) over its Hamburg Gtdge property in (the “Hamburg Lands”). The Farmout
Agreement was conditionally approved by the TSX g shareholders representing more than 50% dsgued
and outstanding shares of the Company.

The Farmout Agreement was conditional on the Farderaonstrating dedicated funds to a minimum of $16.
million by April 30, 2012 in order to meet its ofpitions pursuant to the Farmout Agreement. The Earhas
advised that it has been unable to secure thereghfiinding and as a result has terminated the ¢arfgreement.
The parties have no further obligations or lialgifitto each other.

. The leases on the subject sections (162 af)tate set to expire unless the Company expen@s $tillion on
the property by March 31, 2013, of which $5.5Mdsguired to be expended by December 31, 2012 repneget5
sections. The Company continues to seek other yainture opportunities, and as time progresses$raeviévaluate
the carrying cost of this asset for possible wadi¢éevn. During the period, the Company wrote dowrl$%,481 of
carrying costs

(iii) Southwestern Ontario

During 2008, the Company acquired 3,833 acres 8j8%) from arm’s length individuals. The terms thé
transaction were lease agreements on freeholdftaradthree year minimum period.

During 2010, the Company acquired an additionaf3B,acres (18,592 net) in Southwestern Ontario faomrarm's
length company for $100,000. The leases acquiredramediately adjacent to the leases acquired 682The
majority of leases acquired in 2010 were prepaidrio of term, the majority of which expired in |2@11, and the
corresponding carrying cost had been written dow20i11.

During 2010, the Company announced its intentiogpio off these assets into DRGN, a wholly ownelasgliary

of the Company. The Company also announced itstiote to complete a private placement into DRGN in
connection with the above. However the spin off private placement have not yet been completed.Gdmpany
continues to explore options as to the best styategpin out these assets in Southwestern Ontario.

During 2011, the Company analyzed its current le&sgiisition strategy and holdings with a view ¢quring new
leases in high priority locations, and acquired6,acres (6,386 net) from arm’s length individuésaddition, the
Company did not renew 16,645 acres (16,645 ndbaskes.



Management Changes

In April 2012, Darrell Brown, the CEO and directafrthe Company, resigned. Nick Tsimidis, CFO ardiractor,
assumed the position of Interim CEO pending idemwtifon of a new CEO. The Company has placed faitso
projects on hold pending a search for a new pernta@ief Executive Officer. Subsequent to the pridlan
Myers, a current director, was appointed to thetjposof interim CFO.

Risk Factors
In conducting its business, the Company is sulife@ wide variety of risks and uncertainties. Imitidn to the
other information or risk factors, an investor sldocarefully consider each of, and the cumulatiffeat of, the

following factors.

Exploration, Development and Production Risks

Oil and natural gas exploration involves a highrdegof risk and there is no assurance that expgeditmade on
future exploration by the Company will result ilndiscoveries of oil or natural gas in commerciadntities. It is
difficult to project the costs of implementing axp#ratory drilling program due to the inherent ertainties of
drilling in unknown formations, the costs assodateith encountering various drilling conditions buas over
pressured zones and tools lost in the hole, andgasain drilling plans and locations as a resulpradr exploratory
wells or additional seismic data and interpretegitrereof.

Insurance

The Company’s involvement in the exploration fodatevelopment of oil and gas properties may resuthe
Company becoming subject to liability for pollutidniow-outs, property damage, personal injury dreothazards.
Although the Company carries insurance in accorelavith industry standards to address such rislcd) Bwsurance
has limitations on liability that may not be suifiot to cover the full extent of such liabilities.

Prices, Markets and Marketing of Crude Oil and KatGas

Oil and natural gas are commodities whose pricesiatermined based on world demand, supply and tabers,

all of which are beyond the control of the Compaiorld prices for oil and natural gas have flucaghtvidely in

recent years. Any material decline in prices caelslilt in a reduction of net production revenuert&ie wells or

other projects may become uneconomic as a resaltdetline in world oil prices or natural gas psiceading to a
reduction in the value of the Company’s oil and gesrves.

Competition

The Company actively competes with other oil and gampanies for reserve acquisitions, explorateasés,
licenses and concessions, and skilled personnely mawhich will have significantly greater finaatiresources
than the Company. The Company’'s competitors incloggor integrated oil and natural gas companies and
numerous other independent oil and natural gas aai@p as well as individual producers and operators

Environmental Risks

All phases of the oil and natural gas business egmtegnvironmental risks and hazards and are sulbject
environmental regulation pursuant to a variety mteilinational conventions and state and municipas land
regulations.

Kyoto Protocol
Canada is a signatory to the United Nations FramleWonvention on Climate Change and has ratifiedKlgoto

protocol established thereunder to set legally inipdargets to reduce nationwide emissions of Qarthioxide,
methane, nitrous oxide, and other so-called “greasé gases”. The Company’s exploration and proolucti
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facilities and other operations and activities nmeayit greenhouse gases which may subject the Compmany
legislation regulating emissions of greenhouse gase

Reserves Replacement

The Company’s future oil and natural gas reserpesduction, and cash flows to be derived thereferm highly
dependant on the Company successfully acquirindismovering new reserves. Without the continualitaatd of
new reserves, any existing reserves the Companyhanasy at any particular time and the productiometiiem will
decline over time as such existing reserves aroigaq.

Reliance on Operators and Key Management

To the extent the Company is not the operator 0bit and gas properties, the Company is depenalardther
operators for the timing of activities related tecls properties and will largely be unable to directcontrol the
activities of the operators. In addition, the swscef the Company will be largely dependant up@npbrformance
of its management and consultants.

Conflicts of Interest

Certain of the directors and officers of the Compavill be engaged in, and will continue to engage ather
business activities on behalf of other companies, @as a result of these and other activities, slidctors and
officers of the Company may become subject to axisfbf interest.

Permits and Licenses

The operations of the Company may require liceaselspermits from various governmental authorifiggere can
be no assurance that the Company will be able tairobll necessary licenses and permits that maedeired to
carry out exploration and development of its prtgec

Additional Funding Requirements

The Company has no cash flows from its operatidim® Company will require additional financing inder to
carry out its oil and gas acquisition, exploratanmd development activities. Failure to obtain sfichncing on a
timely basis could cause the Company to forfeit iftterest in certain properties, miss certain asitjah
opportunities, and reduce or terminate its openatio

Issuance of Debt

From time to time the Company may enter into tratisas to acquire assets or the shares of othgrocations.

These transactions may be financed partially orllwheith debt, which may increase the Company’stdebels

above industry standards. Neither the Companyislestnor its by-laws limit the amount of indebteda that the
Company may incur.

Fluctuations in U.S. and Canadian Dollar Exchang®e&

Commodity prices and costs related to the Compaagtivities, if and when applicable, will generalig based on
a U.S. dollar market price. Fluctuations in the LaBd Canadian dollar exchange rate may causeaivegmpact
on revenue and costs and could have a materialigrad impact on the Company.

Availability of Drilling Equipment and Access Restions

Oil and natural gas exploration and developmerivities are dependant on the availability of dnigiand related
equipment in the particular areas where such @esvivill be conducted. Demand for such limited ipqent or
access restrictions may affect the availabilitysa€h equipment to the Company and may delay exjorand
development activities.



Alternatives to and Changing Demand for PetrolewotBcts

Fuel conservation measures, alternative fuel requéints, increasing consumer demand for alternatovedl and
gas, and technological advances in fuel economyeaedgy generation devices could reduce the dermardude
oil and other liquid hydrocarbons. The Company carpredict the impact of changing demand for oidl ayas
producers and any major changes may have a matesidverse effect on the Company’s business, filghnc
condition, results of operations, and cash flows.

Changes to Royalty Regime

There can be no assurance that the Governmentbeftal or the Federal Government will not adopt w neyalty
regime or modify the methodology of royalty caldida which could increase the royalties paid by Gampany.
An increase in royalty could reduce the Companysiimgs and/or it could make capital expenditurgsthe
Company uneconomic.

Industry Conditions

The oil and natural gas industry is subject to msitee controls and regulations governing its openatimposed by
legislation enacted by various levels of governnaertt with respect to pricing and taxation of oitlaratural gas by
agreements among the governments of Canada, Allsitssh Columbia, Ontario, and Saskatchewanpgivhich
should be carefully considered by investors indih@nd gas industry.

Pricing and Marketing — Qil and Natural Gas

The producers of oil and natural gas are entitledetgotiate sales contracts directly with purctmseith the result
that the market determines the price of the comtyo8iuch price depends in part on quality, pricesampeting
products, distance to market, the value of refipgatlucts, and the supply/demand balance. Oil egpodre also
entitled to enter into export contracts with temag exceeding one year in the case of light crutlera two years
in the case of heavy crude oil, provided that atepmapproving such export has been obtained frar\tétional
Energy Board of Canada.

The North American Free Trade Agreement

The North American Free Trade AgreememMAFTA ") among the governments of Canada, the UniteceStaind

Mexico became effective on January 1, 1994. NAFB#ies forward most of the material energy ternat tre

contained in the Canada — United States Free TAagleement. Canada continues to remain free to mhater

whether exports of energy resources to the UnitiedeS or Mexico will be allowed, provided that aeyport

restrictions do not: (i) reduce the proportion oEmgy resources exported relative to domestic nased upon the
proportion prevailing in the most recent 36 mon#riqd); (ii) impose an export price higher than ttmmestic

price; or (iii) disrupt normal channels of supphl three countries are prohibited from imposingnimium export

or import price requirements.

Provincial Royalties and Incentives

In addition to federal regulation, each province kegislation and regulations which govern landutenroyalties,
production rates, environmental protection, andeotimatters. The royalty regime is a significanttdaan the
profitability of crude oil, natural gas liquids, Ipbur, and natural gas production. Royalties payaisl production
from lands other than Crown lands are determinechégotiations between the mineral owner and thsekss
although production from such lands is subject ¢stain provincial taxes and royalties. Crown rogaltare
determined by governmental regulation and are gdlgecalculated as a percentage of the value ofdgiuess
production. The rate of royalties payable generddlpends in part on prescribed reference price$ pnaductivity,
geographical location, field discovery date, areltilpe or quality of the petroleum product produced



Land Tenure

Crude oil and natural gas located in the westenvipces is owned predominantly by the respectivavipcial

governments. Provincial governments grant rightsxjolore for and produce oil and natural gas purst@leases,
licenses, and permits for varying terms from twargeand on conditions set forth in provincial l&isn, including
requirements to perform specific work or make paytseOil and natural gas located in such provirca@salso be
privately owned and rights to explore for and praiguch oil and natural gas are granted by leasiom terms
and conditions as may be negotiated.

Environmental Regulation

The oil and natural gas industry is currently sabje environmental regulations pursuant to a varid provincial
and federal legislation. Such legislation provides restrictions and prohibitions on the releaseeniission of
various substances produced in association witiaiceoil and gas industry operations. In additisimch legislation
requires that well and facility sites be abandoaed reclaimed to the satisfaction of provinciahauities.
Off-Balance Sheet Arrangements

The Company has not entered into any off-balaneetsfrrangements.

Transactions with Related Parties

Due to the nature of operations of the Company,gaif&cant number of transactions are effected tigto
transactions with related parties. During thersonth period ended June 30, 2012, the Companyheatbliowing
transactions with officers, directors or entitieglar the control or significant influence of offiseand directors:

* Included in professional fees are legal fees asButsements of $17,845 (2011 - $39,453) to Gasdinkl

Biderman LLP, a law firm in which Robbie Grossmard&8arry M. Polisuk (the secretary and assistant

secretary, respectively) are partners. At the geeiod, $13,054 (2011 - $Nil) of this amount is ir#d in
accounts payable and accrued liabilities.

* Included in professional fees are $52,276 (20162,800) paid to Nick Tsimidis, a director and officor

to related companies for CFO services pursuantdonaulting agreement, and includes reimbursemient o

amounts incurred for assistance with the 2011 gear audit, administration, and related assistanie.
period end, $31,252 is due to Nick Tsimidis (2041).

* Fees and expense reimbursements in the amount2)0&®b were incurred by Darrell Brown (2011 —

$117,079), and $25,000 has been capitalized (20837;500) to various E&E assets during the period.

These services are provided pursuant to consudijngements.

» Reimbursement of out of pockets expenses to Alaarslgf $198 (director and interim CFO)

* Included as accounts payable at June 30, 201215,928 due to Clark Avenue Consulting Inc.relatog
death benefit on the passing of Richard Coled, which will be offseby other amounts of $46,568 owed
to the Company by Clark Avenue Consulting Inc.pmpany owned by the late Richard Cohen.

These transactions are in the normal course ofatipes and are measured at the exchange amourth vehthe
amount of consideration established and agreeg thebrelated parties.
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Financial and Other Instruments

Fair Value of Financial Instruments

The fair values of cash and cash equivalents, gatgd cash, cash reserved for flow-through experedit sundry
receivable, and accounts payable and accrueditiebibipproximate their carrying values due tordatively short
term maturities of these instruments. The fair gadfi convertible debentures receivable and payiahdetermined
using the effective interest method and the pddfimlvestments are reported at market prices.

Risk and Uncertainty

The Board of Directors has overall responsibility the establishment and oversight of the Compangis
management framework. The Board has implementedrammitors compliance with risk management policidse
Company's risk management policies are establishatkbntify and analyze the risks faced by the Canyp to set
appropriate risk limits and controls, and to monitisks and adherence to market conditions in igdlato the
Company's activities.

Unless otherwise noted, it is management’'s opirtleet the Company is not exposed to significantragg
currency, or credit risks arising from the finandmstruments.

The Company’s financial instruments are exposeddudain risks, including credit risk, interest raisk and
liquidity risk.

(a) Credit Risk

Credit risk is the risk that one party to a finaéhstrument will cause a financial loss for thbes party by failing

to discharge an obligation. Financial instrumehtt potentially subject the Company to credit @sksist of cash
and cash equivalents, segregated cash, and sumedeyable and deposits. Cash and cash equivalenis a
segregated funds are held at large Canadian fialaicstitutions. A significant portion of sundrycevables
pertains to HST refunds with the Canada Revenuené&geThe Company does not have any outstanding audi
issues with the Canada Revenue Agency which woffttathe recovery of these amounts. Deposits s
amounts on deposit with a financial institution, behalf of the Province of Alberta, to cover poignt
environmental clean up liabilities in accordancéhwegulations in that Province. The Company isawsre of any
issues which would impact the recovery of theseoditp  The Company has no significant concentnatiocredit
risk arising from operations. Management believesrisk of loss to be remote. The carrying amowoftgccounts
receivable, cash and cash equivalents, segregasbd and deposits represents the maximum credisexp.

(b) Interest raterisk

Interest rate risk is the risk that the fair vatuefuture cash flows of a financial instrument Vilictuate because of
changes in market interest rates. The Company aiaga majority of its surplus funds in interesaideg accounts
with Canadian financial institutions, which paydrdgst at a floating rate. The interest on the cdiible debenture
payable is fixed.

(c) Liquidity risk

Liquidity risk is the risk that an entity will enaater difficulty in meeting obligations associatetith financial
liabilities. The Company's approach to managingitldy has been to ensure, as far as possible,itthdtl have
sufficient liquidity to meet its liabilities whenue, under both normal and stressed conditions,owitincurring
unacceptable losses which may damage the Compeepugation. The Company monitors and reviews ctiraed
future cash requirements and matches the maturiilg of financial assets and liabilities. This generally
accomplished by ensuring that cash is always avail@ settle financial liabilities.

Except for the convertible debentures payablegfathe Company’s financial liabilities have contzad maturities

of less than 30 days and are subject to normaé tirerains. The convertible debentures payable ar®duember 31,
2011, and the Company anticipates it may have ttetdake a private placement to repay principal iabefest in
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the case that principal is not converted into gquitowever, with continued volatility of capital ma&ts and the oil
and natural gas sector, there is no certainty vengtie Company will be able to raise capital abfable terms.

(d) Currency risk

Substantially all of the Company’s operations ar€anada; therefore, management believes the foesighange
risk derived from any currency conversions is rggle and therefore does not hedge its foreign amgh risk.
Revenues received from sales of petroleum and alagais products are impacted by the relationshipvden the
Canadian dollar and United States dollar sincepdides are denominated in United States dollaresdridwide
markets.

(e) Market risk

Market risk is the risk that fluctuations in curcgnrates, interest rates, and commodity prices affect a
company's income or the value of its financial tsaad liabilities. The objective of market risk mgement is to
manage and control market risk exposures withireptable limits, while maximizing returns. The Caiaad
markets for petroleum and natural gas are impabjedhanges in the exchange rate between the Canadih
United States dollar, but also world economic evé¢nat dictate the levels of supply and demand.ddament has
prioritized exploration rather than production gaip in order to minimize the impact of falling pitices on the
Company’s results.

Other MD&A Requirements

Outstanding Share Data

As of the date of this MD&A, there were 121,953,9%fres issued and outstanding. Shares reservégbfmmce
pursuant to convertible securities are as follows:

Type of Convertible Security Number of Shares Exercise Price Expiry Date
Reserved for Issuance
Incentive Stock Options 6,926,500 $0.13 to $0.50 pt&aber 28, 2012 to
November 29, 2021

Warrants * 14,544,023 $0.10 to $0.30 March 29, 2018pril 26,
2013

Broker Warrants 1,290,525 $0.18 March 29, 2013 pal/R6,
2013

Debentures * 12,014,380 $0.10 March 31, 2013

34,775,428

* The above assumes that the terms of the Debenincksle the extension to March 31, 2013, and that t
Compensation Warrants have been extended to MdrcR®L.3 (the terms of these securities were they th
were to expire on December 31, 2011).

Stock Options

No stock options were granted during the period.

Investor relations

The Company terminated the agreement with its iloverslations consultants in April 2012.
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FORWARD LOOKING STATEMENTS

This management discussion and analysis contaiteircéorward-looking statements relating but riotited to the
Company’s expectations, intentions, plans and fselieorward-looking information can often be idéat by
forward-looking words such as “anticipate”, “bel@y “expect”, “goal”, “plan”, “intend”, “estimate”,'may” and
“will” or similar words suggesting future outcomes, other expectations, beliefs, plans, objectiassumptions,
intentions or statements about future events diopaance. Forward-looking information may includserve and
resource estimates, estimates of future productioib,costs, costs of capital projects and timifiga@mmencement
of operations, and is based on current expectati@tsnvolve a number of business risks and uag#ies. Factors
that could cause actual results to differ materifidbm any forward-looking statement include, brg aot limited
to, failure to establish estimated resources amsérves, capital and operating costs varying sicanifily from
estimates, delays in obtaining or failures to obtaiquired governmental, environmental or othejgutoapprovals,
inflation, changes in exchange rates, fluctuatimmsommodity prices, delays in the development mmfjgcts and
other factors. Forward-looking statements are siltgerisks, uncertainties and other factors tloadld cause actual
results to differ materially from expected results.

Potential shareholders and prospective investarsldhbe aware that these statements are subjdcton and
unknown risks, uncertainties and other factors tmild cause actual results to differ materiallgnir those
suggested by the forward-looking statements. Sloédels are cautioned not to place undue reliancéoomard-
looking information. By its nature, forward-lookingformation involves numerous assumptions, inhersks and
uncertainties, both general and specific, that rdaute to the possibility that the predictions,€oasts, projections
and various future events will not occur. The Compandertakes no obligation to update publicly treowise
revise any forward-looking information whether ageault of new information, future events or otkach factors
which affect this information, except as requirgddw.
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